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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, ina summary form, the 
Current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested In 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
strategic directions. 
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1. Structure and Performance 


Structure 

The Canadian wine industry is composed of establishments which are primarily 
engaged in pressing grapes and fermenting grape juices to produce wines, 
but also includes those establishments which import wines for blending and 
bottling. The industry produces a wide variety of table wines, sparkling wines, 
sherries, vermouths, ciders and coolers. 

Table wines made from grapes constitute the largest segment of the 
market, and is divided into two categories: a low- to mid-priced vin-ordinaire 
table wine, which is price sensitive; and a mid- to premium-priced branded 
category where product recognition, appellations and vintages are important 
to consumer acceptance. The low- to mid-priced table wines account for 
80 percent of the Canadian market. 

In 1986, the industry produced shipments of $218 million from 50 winery 
establishments. Imports were valued in that year at $263 million with a 
55-percent share of the Canadian market. Some 90 percent of imports 
originate from the European Community (E.C.), mainly France, Italy and Spain. 
These countries account for more than 50 percent of world wine production 
and more than 70 percent of Canadian imports. Four percent of imports 
originate from the United States. Exports are minimal, accounting for around 
$1 million annually. 

The industry is closely regulated both at the federal and provincial levels. 
These regulations influence the structure of the industry, the cost of production 
and the product pricing and marketing. There is a wine industry presence in 
seven out of the 10 provinces. The industry is concentrated In Ontario, British 
Columbia and Quebec which together produce approximately 90 percent 
of the shipments. Approximately 1400 persons are employed in wine 
production. Although not covered in this profile, there are a further 600 
employed by wineries in retail and distribution and in the bottling operations 
of the Société des alcools du Québec. 

The wine industry in Ontario and British Columbia is closely linked to the 
grape-growing sector and, as such, is heavily influenced by agricultural policies. 
Provincial regulations influence the ability of wineries in these provinces to 
source competitively priced inputs and to select desirable grape varieties. 
Currently, in Ontario and British Columbia, there are blending restrictions which 
tie the use of imported grapes, grape equivalent or wine to a proportion of 
domestically grown grapes purchased. I|n addition, there are limits to the 
proportion of imported material in any one product. In Ontario, wineries utilize 
between 50 percent and 70 percent of the annual domestic grape crop with 
the remainder being used for non-wine purposes such as juice and fresh fruit 
markets or for purchase as surplus. In British Columbia, wineries are required 
to purchase all the grape crop, except some five percent which finds its way 
into the market for juice or fresh fruit consumption. Grape purchases by 
Canadian wineries have an estimated farm value of $26 million. Approximately 
1000 full- and part-time grape growers supply the wineries. In contrast, the 
other provinces use primarily imported juice, grapes or concentrates to make 
wine, which may be blended with wine imported in bulk and then bottled for 
the domestic market, or imported and bottled without blending. Quebec 
accounts for the largest share of these operations. 
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Provincial liquor control agency practices related 
to listings, distribution and price mark-ups have 
tended to favour the sale of provincially produced 
wines over other domestic or imported products. 

In all provinces, wines are distributed through liquor 
control board outlets. In British Columbia and Ontario 
there are also private wine outlets which retail only 
provincially produced wines. Quebec requires that 
any wine sold in grocery stores be bottled in the 
province. As a result of these policies, the wine 
industry has developed on a fragmented, provincial 
basis, with a large number of small plants serving 
restricted markets. 

There is a high degree of corporate concentration 
in the wine industry. Four companies account for 
more than 70 percent of the market for domestic 
wine. Andres Wines Limited and T.G. Bright and Co. 
Limited are publicly traded; Ridout Wines Limited 
(owner of Chateau-Gai and Casabello) is a subsidiary 
of Canadian-owned John Labatt Ltd.; and Calona 
Wines Ltd.is owned by Heublein, the second largest 
wine company in the United States. The Quebec 
provincial government, through its bottling operations, 
is the fourth largest wine supplier in Canada. 


There are a number of estate and cottage wineries 
producing premium varietal wines, generally using 
grapes from their own vineyards. These wineries, 
however, account for only three percent to four percent 
of the domestic market. Estate wineries have been 
defined in British Columbia as those producing no 
more than 136 380 litres of wine annually. It is the 
only province which applies such a definition. 

The industry has been inhibited in its marketing 
efforts because of a lingering image problem. 
Canadian wine quality has greatly improved over the 
years and many Canadian wines have won awards in 
international competitions. Consumer awareness of 
these developments and recognition of this success 
has been slow in developing. 


Performance 

Since the 1970s, there has been a gradual shift 
away from the consumption of alcohol-containing 
beverages in Canada. Wine has been the only segment 
of the beverage alcohol industry to experience growth 
in per capita consumption, increasing from 5.3 litres 
in 1973 to 9.3 litres in 1986. In major wine-producing 
countries, consumption is much higher. In 1986, per 
capita consumption was more than 73 litres in Italy 
and 78 litres in France. 

The trend in wine consumption in Canada has 
been away from high alcohol, sweet wines to lower 
alcohol table wines. Fruity, sweet wine products, at 
one time, were the traditional style of wine produced 
in Canada because native grapes, primarily the hardier 
labrusca varieties, are more suitable for such wines. 
While the Canadian grape and wine sector has 
undergone major changes to adapt its products to 
meet the shift in consumer preference, these changes 
have been gradual. 

Since provincial policies preclude a major portion 
of the wine industry from importing all but a small 
portion of its grape needs, the Canadian industry was 
faced with utilizing less suitable grapes until the more 
expensive but favoured vinifera and hybrid varieties 
became prevalent. In the early 1980s, the shift in 
consumer preference away from red wines to white 
created a surplus of red wine grapes and red wines, 
along with another adjustment in the grape varieties 
planted. Both the federal and provincial governments 
have provided support to encourage the adoption of 
new varieties. 

The industry has added coolers to its product 
line, following a popular U.S. trend. Coolers provide 
an outlet for low-quality wine as well as for wines 
produced from fruits other than grapes. Although 
rapidly gaining five to six percent of the market, coolers 
are low-profit-margin items, but they provide volume 
throughput to wineries and diversify product lines. 

By 1987, the number of wineries operating in 
Canada had grown to 61 establishments. This 
growth has been attributable to an increase in estate 
wineries, which are small and account for a small 
proportion of the employment in the sector. 
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2. Strengths and Weaknesses 


Structural Factors 

Development of the Canadian wine industry 
must be viewed in the context of the regulatory 
environment in which it operates. 

The major factors affecting the competitiveness 
of wine production are access to competitively priced 
wine grapes of suitable varieties and quality; flexibility 
to produce wines which respond to changing 
consumer tastes; consumer perception of product 
quality; and, for low-priced wines, economies of scale. 

Domestically grown grapes have traditionally 
been hardy varieties which are unsuitable for 
production of the currently favoured, dry table wines. 
While some grape growers are making the conversion 
to the more desirable hybrid and vinifera varieties, the 
results of this transition are slow to appear in terms 
of the commercial availability of these grapes for 
wine production because new wines require about 
five years to become commercially productive. Both 
the grape growers and the wine industry regard 
15 years to be the minimum time required for new 
variety development. Approximately one-half to 
two-thirds of the Canadian wine grape acreage 
continues to produce the less suitable varieties, as 
well as grapes which are part of a structural surplus. 
While there have been federal-provincial programs to 
purchase surplus grape production, it has continued 
to be a problem. 

With some exceptions, Canadian-grown grapes 
are generally more expensive than those available 
from other grape-growing countries. However, 
vinifera varieties, used to produce premium-priced 
wines, are available at prices closer to those of 
Californian varieties. 

Grape varieties generally used for low- to mid- 
priced table wines cost Canadian wineries about 
50 percent more than similar varieties cost wineries 
in California. This cost differential is partially 
attributable to the Canadian climate, provincial 
regulations which limit wineries from importing 
inputs, and the consequent negotiating power of the 
grape marketing boards in setting prices to wineries. 
In those provinces where there are no restrictions on 
the use of imported inputs, wineries purchase grapes, 
juice or wine from lower-cost foreign sources. 

There is currently an international wine surplus 
which is exerting a downward influence on wine 
prices. The surplus results from a number of factors: 
agricultural subsidies to E.C. grape producers have 
contributed to continued high levels of grape 
production, while demand for wine in Europe is 
declining; productivity of vineyards is increasing; 
and there have been several years of excellent 
production. In the E.C., surplus wines and grapes 
have been distilled to produce alcohol for other 
purposes. The quantities involved are highly 
significant and are now believed to be equivalent 
to one-fifth of E.C. production. 
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Economies of scale are more important in the 
production of low-priced wines than premium-priced 
wines. Within the current provincial regulatory 
environment, the large multi-plant Canadian wine 
industry has been limited in its ability to rationalize 
and take advantage of economies of scale and, as a 
result, Canadian wineries have a lower productivity 
level than U.S. wineries. Canadian and U.S. wage 
rates and packaging costs are considered to be roughly 
similar. The cottage or estate wineries, producing 
premium wines, are generally comparable to their 
U.S. counterparts in terms of scale. 

While both European and U.S vintners have cost 
advantages over Canadian vintners due to their ability 
to secure grape supplies at lower prices, they also 
have marketing advantages which stem from their 
established reputations and brand recognition. Where 
developed and recognized, appellations have been 
used to denote particular styles or qualities of 
wine associated with particular geographic areas. 
Appellation use has had a significant influence in 
the marketing of their wine. There is no recognized 
wine appellation system for Canadian wines. 

The Canadian wine industry has steadily improved 
its product and, in volume terms, competes primarily 
in the low- to mid-priced table wine market. The 
generally higher cost of production for domestic 
wines is compensated at the retail level by different 
mark-up policies. In addition, in some jurisdictions, 
domestic wines may be retailed at the winery, and 
may have access to wider distribution than imported 
wines through either company retail stores, licensed 
retail outlets or grocery stores. (The latter applies 
only in the province of Quebec.) 
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Trade-related Factors 

Tariffs on wine products are low and have little 
influence on trade in wine. Canadian tariff rates are 
C$0.20 per gallon for still-grape wines while U.S. 
tariffs are higher at US$0.375 to US$0.625 per gallon 
(C$0.454 to C$0.756, based on an exchange rate of 
C$1.21 = US$1.00). In the case of sparkling wine, 
the Canadian tariff is C$4.00 per dozen bottles 
(approximately C$2.00 per gallon) whereas U.S. 
tariffs are US$1.17 (C$1.42) per gallon. 

Of greater importance than tariffs in influencing 
trade are provincial listing, distribution and pricing 
practices. These have become major irritants to 
Canada's trading partners. In the Canada-U.S. Free 
Trade Agreement (FTA), several important changes 
were made to improve access of U.S. wines to the 
Canadian market. Still to be resolved, however, is the 
matter of a formal complaint by the E.C. upheld by a 
GATT Panel Report (October 1987) that these practices 
were inconsistent with international trading rules. 

Under the FTA, national treatment will be 
granted to U.S. wines for listings and distribution 
whereby U.S. wines will be treated no less favourably 
than Canadian products, and an administrative appeal 
process will be established to review disputed listing 
decisions. Differences in price mark-ups in excess 
of those justified for cost-of-service considerations 
are to be reduced by 25 percent on the effective date 
of the agreement, with a further 25-percent reduction 
365 days later. The remaining difference Is to be 
eliminated in equal steps over the remaining five years. 

Other effects of the FTA are that: Quebec may 
continue its requirement that wine sold in grocery 
stores be bottled in Quebec, provided there are 
alternative outlets, such as the liquor stores, available 
for U.S. wines; private wine stores in British Columbia 
and Ontario are permitted to continue operating 
under existing regulations; current listings of estate 
wineries in British Columbia will be retained; U.S. 
state-controlled liquor agencies, which are the 
equivalent of Canada's liquor control boards, will be 
required to accord Canadian wines national treatment; 
and both U.S. and Canadian tariffs will be reduced to 
zero In equal steps over a 10-year period. It should 
be noted that the FTA does not require changes to 
either Canada's internal barriers to trade in wine or 
to domestic wine content regulations. 

In the GATT matter referred to above, the Panel 
Report has been adopted by GATT Council and Canada 
has agreed to report back to the Council by the end 
of 1988 on the measures taken to meet GATT 
requirements. As the E.C. dominates the Canadian 
imported wine market, the nature and timing of these 
measures will be of great importance to the industry 
as it Strives to maintain its position. 
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Technological Factors 

Winemaking Is a traditional, mature technology. 
Although the basic process of fermentation remains, 
new technology, in terms of both equipment and 
processes, is being adopted. Many of the Canadian 
vintners have been trained in the leading centres in 
Europe and California. The Canadian wine industry 
is considered to be as technologically advanced as Its 
competitors in spite of being a relatively new entrant 
into the dry table wine market. 


3. Evolving Environment 


The increasing Canadian consumption of wine, 
coupled with the potential for growth, present good 
opportunities for increased wine sales in Canada. 

As the domestic market becomes more open to 
imports, the structural weaknesses of the industry 
will, however, become more apparent. 

Major wineries will need to rationalize to lower 
the cost of production. Job losses could occur. These 
wineries are likely to move towards increased bottling 
and blending of imported wines for the low-priced table 
wine market. Impediments to the adjustment process 
lie in the interprovincial barriers to trade and the content 
or blending requirements imposed by some provincial 
governments. The extent to which the industry will be 
able to adjust successfully will depend on the removal 
of these barriers and the rate at which this is done. An 
intergovernmental committee of ministers on internal 
trade is working towards an agreement for the removal 
of interprovincial barriers to trade in alcoholic beverages. 

Grape growers, too, will face adjustment pressures 
arising from an existing surplus problem, a loss of market 
for the less suitable varieties and pressure to lower 
prices. In the past, provincial policies have been to 
encourage the use of domestic grapes to the greatest 
extent possible. In the future, wineries will likely make 
sourcing decisions on a more commercial basis. 

Both the grape growers and the wineries will move 
further towards the production of an improved quality of 
grapes and wine. Efforts to gain international recognition 
and appellation designations for Canadian viticultural 
areas and wine-grape varieties will continue. 

The resolution of the GATT issue discussed above 
will improve access to the Canadian market on a 
multilateral basis, and will likely result in increased 
exports from the E.C. The impact on the domestic wine 
industry could be severe, given the already significant 
market presence of E.C. wines in Canada. 

As aresult of the FTA, U.S. wines are also expected 
to gain a greater presence in the market. The U.S. wine 
industry is most likely to increase its exports of low- 
priced wines to Canada. It is not clear whether U.S. 
market gains will come primarily at the expense of 
European or Canadian wines; however, the Canadian 
wine industry will, in any case, face the prospect of 
erosion of its market share. 
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